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STAFF REPORT 

ON 

SOUTH 641 WATER DISTRICT 

CASE NO. 2015-00278 

South 641 Water District ("South 641 ") provides sewer service to approximately 

220 customers 1 and water service to approximately 362 customers residing in Calloway 

County, Kentucky.2 On August 10, 2015, South 641 tendered an application to the 

Commission ("Application") pursuant to 807 KAR 5:076 requesting to adjust its sewer 

service rates through a phase-in plan. It did not request to adjust water service rates. 

South 641 's current sewer tariff was approved by the Commission in Case No. 

2007-00443,3 and includes the volumetric rate structure shown below that is applied to 

all sewer customers who receive water service from South 641 . 

Monthly Sewer Rate 
Customer Charge 
Per 1,000 Gallons of Water Sold 

$8.99 Minimum Bill 
2.14 per 1,000 Gallons 

South 641 's tariff also includes a monthly flat rate of $19.69 that is charged to 

four sewer customers who do not receive water service from South 641. The amount of 

the flat rate was determined by applying South 641 's volumetric rates shown above to 

5,000 gallons of assumed monthly water usage by each of these customers ($19.69 = 

$8.99 + (5 X $2.14)). 

1 Annual Report of South 641 Water District (Wastewater Division) to the Public Service 
Commission for the Calendar Year Ended December 31 , 2014 ("2014 Annual Report") at 25. 

2 Annual Report of South 641 Water District (Water Division) to the Public Service Commission 
for the Calendar Year Ended December 31, 2014 at 12 and 43. 

3 Case No. 2007-00443, Application of South 641 Sewer District for an Adjustment of Rates 
Pursuant to the Alternative Rate Filing Procedure for Small Utilities (Ky. PSC Dec. 20, 2007). 



In its Application, South 641 proposes to increase its volumetric rates and flat 

rate in two phases over a one-year period in order to ultimately increase annual sewer 

sales revenues by $87,029, or 207.73 percent.4 South 641 also proposes to decrease 

the assumed water usage that is used to calculate the flat sewer rate from 5,000 gallons 

to 4,000 gallons. The following table summarizes the impact of South 641 's phase-in 

plan on a typical customer's monthly bill. 

4 Pursuant to the proposed rate phase-in plan, Phase 1 rates would become effective 
immediately upon the Commission's approval and would remain in effect for one year. Phase 1 rates 
would increase test-year revenues by $43,513, or 103.86 percent. Phase 2 rates would become effective 
one year from the effective date of the Phase 1 rates and would thereafter remain in effect until ordered 
changed by the Commission. Phase 2 rates would increase Phase 1 revenues by $43,516, or 50.95 
percent. As shown in the table below, the cumulative increase to test-year revenues from the phase-in 
plan is $87,029, or 207.73 percent. 

Annual Sewer Annual Sewer 

Sales Prior Sales Subsequent Revenue 

Phase 1 

Phase 2 

to Increase 

$ 41 ,896 $ 

85,409 

Total Revenue Increase 

Di\1de by: Test-Year Revenue 

Total Percentage Increase 

-2-

to Increase Increase 

85,409 $ 43,513 

128,925 43,516 

87,029 

41 ,896 

207.73% 
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Impact of Volumetric Rate Phase-In on a Customer 
Purchasing 5,000 Gallons of Water 

Monthly Increase 
Bill $$$ Percent 

Current Rates $ 19.69 
Phase 1 Rates 40.18 $ 20.49 104.06% 
Phase 2 Rates 60.61 20.43 50.85% 

Cumulative Effect $ 40.92 207.82% 

Impact of Flat Rate Phase-In 

Current Rate 
Phase 1 Rate 
Phase 2 Rate 

Cumulative Effect 

Monthly 
Bill 

$ 19.69 

Increase 
$$$ Percent 

35.81 $ 16.12 
54.02 18.21 

81 .87% 
50.85% 

$ 34.33 174.35% 

In support of its requested rate phase-in plan, South 641 provided financial 

exhibits with its Application that were based on the test year ended December 31 , 2014. 

These exhibits are shown below in condensed form and demonstrate that a revenue 

increase of $87,027, or 207.73 percent, is warranted. 
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Pro Forma Operating Expenses $ 115,668 
Plus: Average Annual Principal and Interest Payments 12,638 

Additional Working Capital 2,528 

Overall Revenue Requirement 130,834 
Less: Other Operating Revenue (1 ,635) 

Interest Income (277) 

Revenue Required From Rates 128,922 
Less: Pro Forma Present Rate Service Revenues (41 ,895) 

Required Revenue Increase $ 87,027 
Pecent Increase 207.73% 

Staff performed a limited financial review of South 641 's Sewer Division's 

operations for the test year ended December 31 , 2014, to determine the 

reasonableness of the proposed sewer rate phase-in plan. Because the Sewer 

Division's test-year operations included numerous transactions that were recorded to 

account for an allocated portion of the cost of employees, equipment, supplies, and 

office facilities that were shared with the Water Division, Staff's field work was expanded 

to also include many Water Division transactions. 

The scope of Staff's review was limited to determining whether operations 

reported for the test year were representative of normal operations. Known and 

measurable changes to test-year operations were identified and adjustments were 

made when their effects were deemed to be material. Insignificant or immaterial 

discrepancies were not pursued and were not addressed. 

Staff's findings are summarized in this report . Ariel Turnbull reviewed the 

calculation of South 641 's Overall Revenue Requirement. Eddie Beavers reviewed 

reported revenues and rate design. 
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Summary of Findings 

1. Overall Revenue Requirement and Required Revenue Increase for the 

Sewer Division. By applying the Debt Service Coverage ("DSC") Method, as generally 

accepted by the Commission, Staff found that South 641 's Sewer Division can justify an 

Overall Revenue Requirement of $117,726 and that a sewer revenue increase of 

$74,122, or 177.79 percent, above pro forma present-rate sewer revenues is necessary 

to generate the Overall Revenue Requirement. 

2. Sewer Service Rates. South 641 proposes an across-the-board increase 

in general sewer service rates and that this increase be phased in using two steps, with 

the first increase to occur at the time the Commission rules on the requested increase. 

The second step will occur one year after the final Order is issued in this proceeding. 

The Commission has previously found that an across-the-board percentage increase is 

an appropriate and equitable method to increase rates in the absence of a cost-of-

service study. The Commission has also found that a phased-in approach to a large 

rate increase is an appropriate way to manage gradualism in an effort to lessen rate 

shock. 

The rates set forth in Attachment A of this report are based upon the revenue 

requirement as calculated by Staff and will produce revenues of at least $115,970 from 

general sewer service rates, an approximate 177.79 percent increase.5 In its approach, 

Staff has followed South 641 's proposed two-phase increase to rates. Phase 1 rates 

will increase a typical residential customer's bill from $19.69 to $37.18, an increase of 

5 This level of General Sewer Service Revenues, along with test-year Other Operating 
Revenues and Interest Income amounts, will produce Staffs recommended Overall Revenue 
Requirement. 
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$17.49, or 88.83 percent.6 Phase 2 rates wi ll increase the Phase 1 monthly bill from 

$37.18 to $54.67, an increase of $17.49, or 47.04 percent.7 South 641 's current tariffed 

flat rate is calculated on a customer's average of 5,000 gallons of water usage, while in 

its Application, South 641 based the proposed flat rate on an average of 4,000 gallons 

of water usage. Staff concurs with South 641 's revision to 4,000 gallons of water usage 

as proposed. The rates proposed by Staff are based on an average of 4,000 gallons of 

water usage. 

3. Depreciation. The Commission has historically relied on the O&M Guide 

for the Support of Rural Water & Wastewater Systems6 ("O&M Guide") to evaluate the 

reasonableness of the depreciation practices of small sewer utilities. As noted in its 

Application, South 641 used depreciable lives to calculate test-year depreciation 

expense on certain sewer asset groups that are at variance with the lives prescribed by 

the O&M Guide. South 641 requested to adjust these lives to conform to the O&M 

guide for ratemaking purposes. 

As discussed in Attachment B of this report, the Commission's Engineering 

Division staff found that the adjusted lives proposed by South 641 should be accepted 

for ratemaking purposes. Further, since these lives better match the life expectancy of 

South 641 's sewer assets, Staff finds that they should also be used by South 641 for 

accounting purposes in all future reporting periods. No adjustment to accumulated 

6 Staff uses an average of 5,000 gallons of water usage in calculating the average increase for 
the utility's customers. It should be noted that South 641 has altered its average usage to 4,000 gallons 
of water usage to calculate its proposed Flat Rate. Staffs calculation on the average effect on the 
customer's bill should be used for comparison only. 

7 The cumulative increase on a typical customer's bill will be $34.98, or 177.65 percent. 

8 Commission on Rural Water, O&M Guide for the Support of Rural Water & Wastewater 
Systems (1974). 
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